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GLOSSARY OF TERMS

Term Definition

2.7% Notes PHI’s 2.7% Notes due October 1, 2015
5.9% Notes PHI’s 5.9% Notes due 2016

6.0% Notes PHI’s 6.0% Notes due 2019

6.125% Notes
6.45% Notes
7.45% Notes
ACE

ACE Funding
ADITC
AOCL

ASC

BGS

Bondable Transition Property

BSA

Calpine

CERCLA

Conectiv
Competitive Energy
Conectiv Energy
Cooling Degree Days

CSA

DCPSC

DDOE

Default Electricity Supply

Delta Project
DOE

DPL

DPSC

EDIT

Energy Services

EPA

EPS
Exchange Act
FASB

FERC

PHI’s 6.125% Senior Notes due 2017

PHI’s 6.45% Senior Notes due 2012

PHI’s 7.45% Senior Notes due 2032

Atlantic City Electric Company

Atlantic City Electric Transition Funding LLC

Accumulated deferred investment tax credits

Accumulated other comprehensive loss

Accounting Standards Codification

Basic Generation Service (the supply of electricity by ACE to retail customers in New Jersey
who have not elected to purchase electricity from a competitive supplier)

The principal and interest payments on the Transition Bonds and related taxes, expenses and
fees

Bill Stabilization Adjustment

Calpine Corporation

Comprehensive Environmental Response, Compensation, and Liability Act of 1980

A wholly owned subsidiary of PHI and the parent of DPL and ACE

Competitive energy generation, marketing and supply

Conectiv Energy Holding Company and its subsidiaries

Daily difference in degrees by which the mean (high and low divided by 2) dry bulb
temperature is above a base of 65 degrees Fahrenheit

Credit Support Annex

District of Columbia Public Service Commission

District of Columbia Department of the Environment

The supply of electricity by PHI’s electric utility subsidiaries at regulated rates to retail
customers who do not elect to purchase electricity from a competitive supplier, and which,
depending on the jurisdiction, is also known as Standard Offer Service or BGS

Conectiv Energy’s 565-megawatt combined cycle generating facility that is under construction
U.S. Department of Energy

Delmarva Power & Light Company

Delaware Public Service Commission

Excess Deferred Income Taxes

Energy savings performance contracting services provided principally to federal, state and
local government customers, and designing, constructing and operating combined heat and
power, and central energy plants by Pepco Energy Services

U.S. Environmental Protection Agency

Earnings per share

Securities Exchange Act of 1934, as amended

Financial Accounting Standards Board

Federal Energy Regulatory Commission
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Term

Definition

FHACA

GAAP

GCR

GWh

Heating Degree Days

IRS

ISDA

ISRA

MDC

MFVRD

Mirant

MMBtu

MPSC

MSCG

MWh

New Jersey Societal Benefit
Programs

NJBPU

NJDEP

Normalization provisions

NUGs

NYMEX

Panda PPA

PCB

PCI

Pepco

Pepco Energy Services
Pepco Holdings or PHI
PHI Retirement Plan
PIM

Flood Hazard Area Control Act

Accounting principles generally accepted in the United States of America

Gas Cost Rate

Gigawatt hour

Daily difference in degrees by which the mean (high and low divided by 2) dry bulb
temperature is below a base of 65 degrees Fahrenheit

Internal Revenue Service

International Swaps and Derivatives Association

New Jersey’s Industrial Site Recovery Act

MDC Industries, Inc.

Modified fixed variable rate design

Mirant Corporation

One Million British Thermal Units

Maryland Public Service Commission

Morgan Stanley Capital Group, Inc.

Megawatt hours

Various NJBPU - mandated social programs for which ACE receives revenues to recover costs

New Jersey Board of Public Utilities

New Jersey Department of Environmental Protection

Sections of the Internal Revenue Code and related regulations that dictate how excess deferred
income taxes resulting from the corporate income tax rate reduction enacted by the Tax
Reform Act of 1986 and accumulated deferred investment tax credits should be treated for
ratemaking purposes

Non-utility generators

New York Mercantile Exchange

PPA between Pepco and Panda-Brandywine, L.P.

Polychlorinated biphenyls

Potomac Capital Investment Corporation and its subsidiaries

Potomac Electric Power Company

Pepco Energy Services, Inc. and its subsidiaries

Pepco Holdings, Inc.

PHTI’s noncontributory retirement plan

PJM Interconnection, LLC
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Term

Definition

Power Delivery
PPA

PRP

Purchase Agreement

PUHCA 2005

QSPE

RAR

RECs

Regulated T&D Electric Revenue

Revenue Decoupling Adjustment
ROE
SEC

Transition Bond Charge

Transition Bonds
Treasury rate lock

VaR

PHI’s Power Delivery Business

Power purchase agreement

Potentially responsible party

The agreement dated April 20, 2010, between PHI and Calpine for the purchase of the
Generation Business

Public Utility Holding Company Act of 2005

Qualifying special purpose entity

IRS revenue agent’s report

Renewable energy credits

Revenue from the transmission and the delivery of electricity to PHI’s customers within its
service territories at regulated rates

An adjustment equal to the amount by which revenue from distribution sales differs from the
revenue that Pepco and DPL are entitled to earn based on the approved distribution charge per
customer

Return on equity

Securities and Exchange Commission

Revenue ACE receives, and pays to ACE Funding, to fund the principal and interest payments
on Transition Bonds and related taxes, expenses and fees

Transition Bonds issued by ACE Funding

A hedging transaction that allows a company to “lock in” a specific interest rate corresponding
to the rate of a designated Treasury bond for a determined period of time

Value at Risk
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PART I FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS

Listed below is a table that sets forth, for each registrant, the page number where the information is contained herein.

Registrants
Pepco
Item Holdings Pepco* DPL* ACE
Consolidated Statements of Income (Loss) 2 56 73 93
Consolidated Statements of Comprehensive Income 3 N/A N/A N/A
Consolidated Balance Sheets 4 57 74 94
Consolidated Statements of Cash Flows 6 59 76 96
Notes to Consolidated Financial Statements 7 60 71 97

* Pepco and DPL have no subsidiaries and, therefore, their financial statements are not consolidated.
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PEPCO HOLDINGS

PEPCO HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (LOSS)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(millions of dollars, except per share data)
Operating Revenue
Power Delivery $ 1,600 $ 1,428 $4,011 $3,895
Pepco Energy Services 457 611 1,480 1,828
Other 10 11 31 30
Total Operating Revenue 2,067 2,050 5,522 5,753
Operating Expenses
Fuel and purchased energy 1,319 1,442 3,696 4,167
Other services cost of sales 38 25 85 60
Other operation and maintenance 228 213 636 618
Restructuring charge 14 — 14 —
Depreciation and amortization 104 93 286 265
Other taxes 130 100 327 279
Deferred electric service costs 13 32) (69) (116)
Effects of Pepco divestiture-related claims 9 (26) 11 (40)
Total Operating Expenses 1,855 1,815 4,986 5,233
Operating Income 212 235 536 520
Other Income (Expenses)
Interest and dividend income — — — 2
Interest expense (68) (85) (240) (254)
Gain (loss) from equity investments — 1 (1) 2
Loss on extinguishment of debt (135) — (135) —
Other income 6 4 17 12
Other expenses — — — (1)
Total Other Expenses (197) (80) (359) (239)
Income from Continuing Operations Before Income Tax Expense 15 155 177 281
Income Tax (Benefit) Expense related to Continuing Operations (6) 51 52 97
Net Income from Continuing Operations 21 104 125 184
(Loss) Income from Discontinued Operations, net of Income Taxes “4) 20 (126) 10
Net Income (Loss) 17 124 (1) 194
Retained Earnings at Beginning of Period 1,130 1,222 1,268 1,271
Dividends paid on common stock 61) 59) (181) (178)
Retained Earnings at End of Period $108 $1,287 $1,086 $1,287
Basic and Diluted Share Information
Weighted average shares outstanding (millions) 224 221 223 220
Earnings per share of common stock from Continuing Operations $ 09 $ 47 $ 56 $ .84
(Loss) Earnings per share of common stock from Discontinued Operations (.01) .09 (.56) .04
Basic and diluted earnings (loss) per share $ 08 $ 56 $ — $ 88

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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PEPCO HOLDINGS

PEPCO HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(millions of dollars)
Net income (loss) $ 17 $ 124 $ @) $ 194
Other comprehensive income (loss) from continuing operations
Gains (losses) on commodity derivatives designated as cash flow hedges:
Losses arising during period (38) 3) (116) (109)
Amount of losses reclassified into income 23 36 110 125
Net (losses) gains on commodity derivatives (15) 33 6) 16
Losses on treasury rate locks reclassified into income 15 1 18 4
Amortization of gains and losses for prior service costs — — 4 (10)
Other comprehensive income from continuing operations, before income taxes — 34 16 10
Income tax expense related to continuing operations — 14 7 4
Other comprehensive income from continuing operations, net of income taxes — 20 9 6
Other comprehensive income (loss) from discontinued operations, net of income
taxes 13 30 84 2)
Comprehensive income $ 30 $ 174 $ 92 $ 198

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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PEPCO HOLDINGS

PEPCO HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Unaudited)
September 30, December 31,
2010 2009
(millions of dollars)
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 28 $ 44
Restricted cash equivalents 14 11
Accounts receivable, less allowance for uncollectible accounts of $57 million and $44
million, respectively 1,058 1,019
Inventories 140 124
Derivative assets 38 22
Prepayments of income taxes 183 167
Deferred income tax assets, net 43 126
Prepaid expenses and other 65 67
Conectiv Energy assets held for sale 169 346
Total Current Assets 1,738 1,926
INVESTMENTS AND OTHER ASSETS
Goodwill 1,407 1,407
Regulatory assets 1,786 1,801
Investment in finance leases held in trust 1,411 1,386
Income taxes receivable 119 141
Restricted cash equivalents 2 4
Assets and accrued interest related to uncertain tax positions 13 12
Derivative assets 7 16
Other 192 194
Conectiv Energy assets held for sale 7 29
Total Investments and Other Assets 4,944 4,990
PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment 11,918 11,431
Accumulated depreciation (4,389) (4,190)
Net Property, Plant and Equipment 7,529 7,241
Conectiv Energy assets held for sale — 1,622
Total Property, Plant and Equipment 7,529 8,863
TOTAL ASSETS $ 14,211 $ 15,779

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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PEPCO HOLDINGS

PEPCO HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Unaudited)
September 30, December 31,
2010 2009
(millions of dollars, except shares)
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Short-term debt $ 540 $ 530
Current portion of long-term debt and project funding 75 536
Accounts payable and accrued liabilities 547 574
Capital lease obligations due within one year 7 7
Taxes accrued 116 47
Interest accrued 80 68
Derivative liabilities 77 67
Other 307 282
Liabilities associated with Conectiv Energy assets held for sale 84 191
Total Current Liabilities 1,833 2,302
DEFERRED CREDITS
Regulatory liabilities 568 613
Deferred income taxes, net 2,553 2,600
Investment tax credits 27 35
Pension benefit obligation 217 290
Other postretirement benefit obligations 414 409
Income taxes payable 8 5
Liabilities and accrued interest related to uncertain tax positions 133 96
Derivative liabilities 35 54
Other 153 147
Liabilities associated with Conectiv Energy assets held for sale 16 19
Total Deferred Credits 4,124 4,268
LONG-TERM LIABILITIES
Long-term debt 3,598 4,470
Transition bonds issued by ACE Funding 343 368
Long-term project funding 15 17
Capital lease obligations 89 92
Total Long-Term Liabilities 4,045 4,947

COMMITMENTS AND CONTINGENCIES (NOTE 14)

EQUITY
Common stock, $.01 par value — authorized 400,000,000 shares, 224,500,318 and
222,269,895 shares outstanding, respectively 2 2
Premium on stock and other capital contributions 3,263 3,227
Accumulated other comprehensive loss (148) (241)
Retained earnings 1,086 1,268
Total Shareholders’ Equity 4,203 4,256
Non-controlling interest 6 6
Total Equity 4,209 4,262
TOTAL LIABILITIES AND EQUITY $ 14,211 $ 15,779

The accompanying Notes are an integral part of these Consolidated Financial Statements.
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PEPCO HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

OPERATING ACTIVITIES
Net (loss) income
Loss (income) from discontinued operations
Adjustments to reconcile net (loss) income to net cash from operating activities:
Depreciation and amortization
Non-cash rents from cross-border energy lease investments
Effects of Pepco divestiture-related claims
Changes in restricted cash equivalents related to Mirant settlement
Deferred income taxes
Losses on treasury rate locks reclassified into income
Other
Changes in:
Accounts receivable
Inventories
Prepaid expenses
Regulatory assets and liabilities, net
Accounts payable and accrued liabilities
Pension contributions
Pension benefit obligation
Cash collateral related to derivative activities
Taxes accrued
Interest accrued
Other assets and liabilities
Conectiv Energy net assets held for sale
Net Cash From Operating Activities
INVESTING ACTIVITIES
Investment in property, plant and equipment
Proceeds from the sale of Conectiv Energy wholesale power generation business
Changes in restricted cash equivalents
Net other investing activities
Investment in property, plant and equipment associated with Conectiv Energy assets held for sale
Net Cash From (Used By) Investing Activities
FINANCING ACTIVITIES
Dividends paid on common stock
Common stock issued for the Dividend Reinvestment Plan
Issuances of common stock
Issuances of long-term debt
Reacquisition of long-term debt
Issuances of short-term debt, net
Cost of issuances
Net other financing activities
Net financing activities associated with Conectiv Energy assets held for sale
Net Cash Used by Financing Activities
Net Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents of discontinued operations
Cash and Cash Equivalents at Beginning of Period

CASH AND CASH EQUIVALENTS AT END OF PERIOD

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash received for income taxes, net

PEPCO HOLDINGS

Nine Months Ended
September 30,
2010 2009
(millions of dollars)
$ (1) $ 194
126 (10)
286 265
(41) (41)
11 (40)
— 102
258 246
18 4
(16) %)
39) 105
(16) 8
) (35)
(103) (157)
11 213)
(100) (300)
50 71
(23) 13
98) (70)
11 22
50 25
184 124
560 308
(548) (446)
1,635 —
) 1)
2 5
(138) (148)
949 (590)
(181) (178)
23 23
13 14
102 110
(1,466) (75)
10 28
(6) “)
4 )
(10) 5
(1,511) (82)
@  (364)
(16) (1)
46 384
$§ 28 $ 19

$ 14

74



The accompanying Notes are an integral part of these Consolidated Financial Statements.
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PEPCO HOLDINGS

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
PEPCO HOLDINGS, INC.
(1) ORGANIZATION

Pepco Holdings, Inc. (PHI or Pepco Holdings), a Delaware corporation incorporated in 2001, is a holding company that, through the
following regulated public utility subsidiaries, is engaged primarily in the transmission, distribution, and default supply of electricity
and the delivery and supply of natural gas (Power Delivery):

. Potomac Electric Power Company (Pepco), which was incorporated in Washington, D.C. in 1896 and became a domestic
Virginia corporation in 1949,

. Delmarva Power & Light Company (DPL), which was incorporated in Delaware in 1909 and became a domestic Virginia
corporation in 1979, and

. Atlantic City Electric Company (ACE), which was incorporated in New Jersey in 1924.

Each of Pepco, DPL and ACE is also a reporting company under the Securities Exchange Act of 1934, as amended. Together the
three companies constitute a single segment for financial reporting purposes.

PHI has also been engaged in the competitive energy generation, marketing and supply business (Competitive Energy) which it has
conducted through subsidiaries of Conectiv Energy Holding Company (collectively Conectiv Energy) and through Pepco Energy
Services, Inc. and its subsidiaries (collectively, Pepco Energy Services), each of which has constituted a separate segment for
financial reporting purposes. As more fully described below, PHI is in the process of disposing of Conectiv Energy and is winding
down the retail energy supply portion of the business of Pepco Energy Services.

PHI Service Company, a subsidiary service company of PHI, provides a variety of support services, including legal, accounting,
treasury, tax, purchasing and information technology services to PHI and its operating subsidiaries. These services are provided
pursuant to a service agreement among PHI, PHI Service Company, and the participating operating subsidiaries. The expenses of the
PHI Service Company are charged to PHI and the participating operating subsidiaries in accordance with cost allocation
methodologies set forth in the service agreement.

Power Delivery

Each of Pepco, DPL and ACE is a regulated public utility in the jurisdictions that comprise its service territory. Each company owns
and operates a network of wires, substations and other equipment that are classified either as transmission or distribution facilities.
Transmission facilities are high-voltage systems that carry wholesale electricity into, or across, the utility’s service territory.
Distribution facilities are low-voltage systems that carry electricity to end-use customers in the utility’s service territory.

Each company is responsible for the delivery of electricity and, in the case of DPL, natural gas, in its service territory, for which it is
paid tariff rates established by the applicable local public service commissions. Each company also supplies electricity at regulated
rates to retail customers in its service territory who do not elect to purchase electricity from a competitive energy supplier. The
regulatory term for this supply service is Standard Offer Service in Delaware, the District of Columbia and Maryland, and Basic
Generation Service (BGS) in New Jersey. In this Form 10-Q, these supply services are referred to generally as Default Electricity

Supply.



PEPCO HOLDINGS

Competitive Energy

On April 20, 2010, the Board of Directors of PHI approved a plan for the disposition of Conectiv Energy. On July 1, 2010, PHI
completed the sale of Conectiv Energy’s wholesale power generation business to Calpine Corporation (Calpine) for $1.63 billion. PHI
is currently in the process of liquidating all of the Conectiv Energy segment’s remaining assets, consisting of its load service supply
contracts, energy hedging portfolio, certain tolling agreements and other assets not included in the Calpine sale, which PHI expects to
complete within a period of 12 months following the announcement of the disposition plan. In view of the adoption of a plan of
disposition for the Conectiv Energy segment, the entire Conectiv Energy segment is being accounted for as a discontinued operation
and is no longer being reflected as a separate segment for financial reporting purposes. In addition, substantially all of the information
in these Notes to the Consolidated Financial Statements with respect to the operations of the former Conectiv Energy segment has
been consolidated in Note (15), “Discontinued Operations.”

The business of the Pepco Energy Services segment has consisted primarily of (i) the retail supply of electricity and natural gas and
(i1) providing energy savings performance contracting services principally to federal, state and local government customers, and
designing, constructing and operating combined heat and power and central energy plants for customers (Energy Services). Pepco
Energy Services also owns and operates two oil-fired generation facilities. In December 2009, PHI announced that it will wind down
the retail energy supply component of the Pepco Energy Services business. Pepco Energy Services is implementing this wind down
by not entering into any new supply contracts, while continuing to perform under its existing supply contracts through their expiration
dates.

The retail energy supply business has historically generated a substantial portion of the operating revenues and net income of the
Pepco Energy Services segment. Operating revenues related to the retail energy supply business for the three months ended
September 30, 2010 and 2009 were $377 million and $568 million, respectively, while operating income for the same periods was
$15 million and $21 million, respectively. Operating revenues related to the retail energy supply business for the nine months ended
September 30, 2010 and 2009 were $1,275 million and $1,733 million, respectively, while operating income for the same periods was
$45 million and $74 million, respectively. In connection with the operation of the retail energy supply business, as of September 30,
2010, Pepco Energy Services provided letters of credit of $140 million and posted net cash collateral of $150 million. These collateral
requirements, which are based on existing wholesale energy purchase and sale contracts and current market prices, will decrease as
the contracts expire and the collateral is expected to be fully released over time by June 1, 2014. The Energy Services business will
not be affected by the wind down of the retail energy supply business.

Other Business Operations

Through its subsidiary Potomac Capital Investment Corporation (PCI), PHI maintains a portfolio of cross-border energy lease
investments, with a book value at September 30, 2010 of approximately $1.4 billion. This activity constitutes a third operating
segment for financial reporting purposes, which is designated as “Other Non-Regulated.”
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PEPCO HOLDINGS
(2) SIGNIFICANT ACCOUNTING POLICIES

Financial Statement Presentation

Pepco Holdings’ unaudited consolidated financial statements are prepared in conformity with accounting principles generally
accepted in the United States of America (GAAP). Pursuant to the rules and regulations of the Securities and Exchange Commission,
certain information and footnote disclosures normally included in annual financial statements prepared in accordance with GAAP
have been omitted. Therefore, these financial statements should be read along with the annual financial statements included in PHI’s
Annual Report on Form 10-K for the year ended December 31, 2009, as revised and superseded by PHI’s Form 8-K filed on
September 17, 2010. In the opinion of PHI’s management, the consolidated financial statements contain all adjustments (which all are
of a normal recurring nature) necessary to present fairly Pepco Holdings’ financial condition as of September 30, 2010, in accordance
with GAAP. The year-end December 31, 2009 balance sheet was derived from audited financial statements, but does not include all
disclosures required by GAAP. Interim results for the three and nine months ended September 30, 2010 may not be indicative of
PHI’s results that will be realized for the full year ending December 31, 2010, since its Power Delivery business and the retail energy
supply business of Pepco Energy Services are seasonal.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make certain estimates and assumptions
that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosures of contingent assets and liabilities
in the consolidated financial statements and accompanying notes. Although Pepco Holdings believes that its estimates and
assumptions are reasonable, they are based upon information available to management at the time the estimates are made. Actual
results may differ significantly from these estimates.

Significant matters that involve the use of estimates include the assessment of goodwill and long-lived assets for impairment, fair
value calculations for certain derivative instruments, the costs of providing pension and other postretirement benefits, evaluation of
the probability of recovery of regulatory assets, estimation of storm restoration accruals, estimation of restructuring charges, and the
recognition of income tax benefits as it relates to investments in finance leases held in trust associated with PHI’s portfolio of cross-
border energy lease investments. Additionally, PHI is subject to legal, regulatory, and other proceedings and claims that arise in the
ordinary course of its business. PHI records an estimated liability for these proceedings and claims, when the loss is determined to be
probable and is reasonably estimable.

Storm Costs

In the third quarter of 2010, Pepco recorded $23 million in restoration costs related to severe summer storms, of which $13 million
was charged to Other Operation and Maintenance expense and $10 million was recorded as capital expenditures. A portion of the
recorded costs of the restoration work relates to services provided by outside contractors and other utilities that were not billed as of
September 30, 2010, and accordingly have been estimated. These estimates are subject to adjustment when the actual billings are
received in the fourth quarter of 2010. The actual billings may vary from the estimates of such billings.

During the first quarter of 2010, Pepco, DPL and ACE incurred significant costs associated with the February 2010 severe winter
storms. The actual billings related to the February storms were received by the end of the second quarter with final costs
approximating $32 million, with $15 million charged to Other Operation and Maintenance expense and $17 million recorded as
capital expenditures. Other Operation and Maintenance expense was further decreased by approximately $5 million during the third
quarter due to an adjustment for recoverable February storm costs incurred by Pepco in accordance with the Maryland Public Service
Commission rate order issued in August 2010.
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Network Service Transmission Rates

In May 2010, each of PHI’s utility subsidiaries provided its updated network service transmission rate to the Federal Energy
Regulatory Commission (FERC) effective June 1, 2010 through May 31, 2011 which included a true-up of costs incurred in the prior
service year that had not yet been reflected in rates charged to customers. The recording of the difference between the true-ups
provided to FERC and the estimated true-up calculation as of March 31, 2010 resulted in an increase in transmission service revenue
of $8 million in the second quarter of 2010.

Consolidation of Variable Interest Entities

In accordance with the provisions of the Financial Accounting Standards Board (FASB) guidance on the consolidation of variable
interest entities (Accounting Standards Codification (ASC) 810), Pepco Holdings consolidates those variable interest entities with
respect to which Pepco Holdings or a subsidiary is the primary beneficiary. The guidance addresses conditions under which an entity
should be consolidated based upon variable interests rather than voting interests. The subsidiaries of Pepco Holdings have contractual
arrangements with a number of entities to which the guidance applies.

ACE Power Purchase Agreements (PPAs)

Pepco Holdings, through its ACE subsidiary, is a party to three PPAs with unaffiliated, non-utility generators (NUGs). Due to a
variable element in the pricing structure of the PPAs, Pepco Holdings potentially assumes the variability in the operations of the
generating facilities related to the NUGs and, therefore, has a variable interest in the entities. Despite exhaustive efforts to obtain
information from these entities during the three months ended September 30, 2010, PHI was unable to obtain sufficient information to
conduct the analysis required under FASB guidance to determine whether these three entities were variable interest entities or if ACE
was the primary beneficiary. As a result, Pepco Holdings has applied the scope exemption from the guidance for enterprises that have
conducted exhaustive efforts to obtain the necessary information, but have not been able to obtain such information.

Net purchase activities with the NUGs for the three months ended September 30, 2010 and 2009, were approximately $82 million and
$70 million, respectively, of which approximately $74 million and $66 million, respectively, consisted of power purchases under the
PPAs. Net purchase activities with the NUGs for the nine months ended September 30, 2010 and 2009, were approximately $222
million and $214 million, respectively, of which approximately $203 million and $197 million, respectively, consisted of power
purchases under the PPAs. The power purchase costs are recoverable from ACE’s customers through regulated rates.

DPL Renewable Energy Transactions

PHI, through its DPL subsidiary, has entered into four wind PPAs in amounts up to a total of 350 megawatts and one solar renewable
energy credit (REC) purchase agreement with a nine megawatt facility. Of the wind PPAs, three are with land-based facilities and one
is with an offshore facility. The Delaware Public Service Commission (DPSC) has approved DPL’s entry into each of the agreements
and the recovery of DPL’s purchase costs through customer rates. The RECs purchased under all the agreements will help DPL fulfill
a portion of its requirements under the State of Delaware’s Renewable Energy Portfolio Standards Act.
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One of the land-based wind facilities became operational and went into service in December 2009. DPL is obligated to purchase
energy and RECs from this facility through 2024 in amounts generated and delivered not to exceed 50.25 megawatts at rates that are
primarily fixed. DPL’s purchases under this PPA totaled $2 million for the three months ended September 30, 2010 and $8 million for
the nine months ended September 30, 2010. Payments under the other wind agreements, which have terms ranging from 20 to 25
years, are currently expected to start in the fourth quarter of 2010 for the other two land-based contracts and 2016 for the offshore
contract, if the projects are ultimately completed and become operational. When they become operational, DPL is obligated to
purchase energy and RECs in amounts generated and delivered by the sellers at rates that are primarily fixed under these agreements.
Under one of the agreements, DPL is also obligated to purchase the capacity associated with the facility at rates that are generally
fixed. The inability of the offshore wind facility developer to obtain all necessary permits and financing commitments could result in
setbacks in the construction schedules and the operational start dates of the offshore wind facility. If the wind facilities are not
operational by specified dates, DPL has the right to terminate the PPAs. The term of the agreement with the solar facility is 20 years
and DPL is obligated to purchase RECs in an amount up to seventy percent of the energy output from the solar facility at a fixed price
once the facility is operational, which is expected to be by the end of 2011.

DPL concluded that consolidation is not required for any of these agreements under FASB guidance on the consolidation of variable
interest entities (ASC 810).

ACE Transition Funding, LLC

ACE Transition Funding, LLC (ACE Funding) was established in 2001 by ACE solely for the purpose of securitizing authorized
portions of ACE’s recoverable stranded costs through the issuance and sale of Transition Bonds. The proceeds of the sale of each
series of Transition Bonds have been transferred to ACE in exchange for the transfer by ACE to ACE Funding of the right to collect
non-bypassable Transition Bond Charges (the Transition Bond Charges) from ACE customers pursuant to bondable stranded costs
rate orders issued by the New Jersey Board of Public Utilities in an amount sufficient to fund the principal and interest payments on
the Transition Bonds and related taxes, expenses and fees (Bondable Transition Property). ACE collects the Transition Bond Charges
from its customers on behalf of ACE Funding and the holders of the Transition Bonds. The assets of ACE Funding, including the
Bondable Transition Property, and the Transition Bond Charges collected from ACE’s customers, are not available to creditors of
ACE. The holders of the Transition Bonds have recourse only to the assets of ACE Funding. ACE owns 100 percent of the equity of
ACE Funding and PHI has consolidated ACE Funding in its financial statements. The amendment to the variable interest entity
consolidation guidance effective January 1, 2010 resulted in ACE Funding meeting the definition of a variable interest entity. PHI
continues to consolidate ACE Funding in its financial statements as ACE is the primary beneficiary of ACE Funding under the
amended variable interest entity consolidation guidance.

Goodwill

Goodwill represents the excess of the purchase price of an acquisition over the fair value of the net assets acquired at the acquisition
date. Substantially all of Pepco Holdings’ goodwill was generated by Pepco’s acquisition of Conectiv in 2002 and was allocated
entirely to Pepco Holdings’ Power Delivery reporting unit based on the aggregation of its regulated public utility company
components for purposes of testing for impairment. Pepco Holdings tests its goodwill for impairment annually as of November 1 and
whenever an event occurs or circumstances change in the interim that would more likely than not reduce the fair value of a reporting
unit below its carrying amount. Factors that may result in an interim impairment test include, but are not limited to: a change in the
identified reporting units; an adverse change in business conditions; a decline in PHI’s stock price causing market capitalization to
fall further below book value; an adverse regulatory action; or an impairment of long-lived assets in the reporting unit. PHI concluded
that an interim impairment test was not required during the nine months ended September 30, 2010 as described in Note (6),
“Goodwill.”
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Long-Lived Asset Impairment Evaluation

PHT’s policy for impairment of long-lived assets requires the evaluation of long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying value of the assets may not be recoverable.

PHI recorded an after-tax write-down of the long-lived assets of Conectiv Energy of $67 million for the nine months ended
September 30, 2010. The write-down is included as a component of the discontinued operations loss for the nine months ended
September 30, 2010.

Taxes Assessed by a Governmental Authority on Revenue-Producing Transactions

Taxes included in Pepco Holdings’ gross revenues were $118 million and $81 million for the three months ended September 30, 2010
and 2009, respectively, and $280 million and $224 million for the nine months ended September 30, 2010 and 2009, respectively.

Reclassifications and Adjustments

Certain prior period amounts have been reclassified in order to conform to current period presentation. The following adjustments
have been recorded and are not considered material either individually or in the aggregate:

In the third quarter of 2010, Pepco recorded an adjustment to correct certain errors related to other taxes which resulted in a decrease
to Taxes other than income taxes expense of $5 million (pre-tax) for the three and nine months ended September 30, 2010.

During 2010, PHI recorded various adjustments to income tax expense to reflect primarily the benefit from additional deductions
related to executive compensation that had erroneously not been included in tax returns prior to 2008, a reduction in income tax
expense associated with errors related to the deferred tax assets established in connection with the District of Columbia net operating
losses, and an increase to income tax expense associated with the reversal of erroneously recorded interest income for state income
tax purposes related to uncertain and effectively settled tax positions. These adjustments resulted in a decrease to income tax expense
of $7 million related to continuing operations for the three months ended September 30, 2010 and a decrease to income tax expense of
$1 million related to continuing operations for the nine months ended September 30, 2010.

In the third quarter of 2010, PHI recorded adjustments to reverse revenue erroneously recognized in the second quarter of 2010
associated with its discontinued operations. The adjustments resulted in an increase in net loss from discontinued operations of $7
million (pre-tax) for the three months ended September 30, 2010.

(3) NEWLY ADOPTED ACCOUNTING STANDARDS
Transfers and Servicing (ASC 860)

The FASB issued new guidance that removed the concept of a qualifying special-purpose entity (QSPE) from the guidance on
transfers and servicing and the QSPE scope exception in the guidance on consolidation. The new guidance also changed the
requirements for derecognizing financial assets and requires additional disclosures about a transferor’s continuing involvement in
transferred financial assets.

The guidance was effective for transfers of financial assets occurring in fiscal periods beginning on January 1, 2010 for PHI. As of
January 1, 2010, PHI has adopted the provisions of this guidance and determined that the guidance did not have a material impact on
its overall financial condition, results of operations, or cash flows.
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Consolidation of Variable Interest Entities (ASC 810)

The FASB issued new consolidation guidance regarding variable interest entities effective January 1, 2010 that eliminated the
quantitative analysis requirement and added new qualitative factors to determine whether consolidation is required. The new
qualitative factors are applied on a quarterly basis to interests in variable interest entities. Under the new guidance, the holder of the
interest with the power to direct the most significant activities of the entity and the right to receive benefits or absorb losses
significant to the entity would consolidate. The new guidance retained the provision that allows entities created before December 31,
2003 to be scoped out from a consolidation assessment if exhaustive efforts are taken and there is insufficient information to
determine whether there is a relationship with a variable interest entity or the primary beneficiary of a variable interest entity.

PHI has adopted the provisions of the new FASB guidance on consolidation of variable interest entities, and it did not have a material
impact on its overall financial condition, results of operations, or cash flows.

Fair Value Measurements and Disclosures (ASC 820)

The FASB issued new disclosure requirements for recurring and non-recurring fair value measurements. The guidance, effective
beginning with PHI’s March 31, 2010 financial statements, requires the disaggregation of balance sheet items measured at fair value
into subsets of balance sheet items based on the nature and risks of the items. The standard requires descriptions of pricing inputs and
valuation methodologies for instruments with Level 2 or 3 valuation inputs. In addition, the standard requires information about any
transfers of instruments between Level 1 and 2 valuation categories. These additional disclosures can be found in Note (13), “Fair
Value Disclosures.”

Subsequent Events (ASC 855)

The FASB issued new guidance which eliminated the requirement for PHI to disclose the date through which it has evaluated
subsequent events beginning with its March 31, 2010 financial statements.

(4) RECENTLY ISSUED ACCOUNTING STANDARDS, NOT YET ADOPTED

Fair Value Measurements and Disclosures (ASC 820)

The new FASB disclosure requirements that will be effective beginning with PHI’s March 31, 2011 financial statements require that
the items within the reconciliation of the Level 3 valuation category be presented in separate categories for purchases, sales,
issuances, and settlements, if significant. PHI is evaluating the impact of this part of the guidance on its financial statements.

Receivables (ASC 310)

The new FASB disclosure requirements relating to an entity’s exposure to credit losses from financing receivables will be effective
beginning with PHI’s December 31, 2010 financial statements. The new guidance requires disclosures about the credit quality of
receivables with maturities of greater than one year and related accounting policies. PHI is evaluating the impact of this new
requirement on the disclosures related to its financial statements.
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(5) SEGMENT INFORMATION

PEPCO HOLDINGS

Pepco Holdings’ management has identified its operating segments at September 30, 2010 as Power Delivery, Pepco Energy Services,
and Other Non-Regulated. Corporate and Other includes unallocated Pepco Holdings’ (parent company) capital costs, such as

acquisition financing costs. Segment financial information for continuing operations, for the three and nine months ended

September 30, 2010 and 2009, is as follows:

Three Months Ended September 30, 2010

Power

Delivery
Operating Revenue $ 1,600
Operating Expenses (b) (¢) 1,418(d)
Operating Income 182
Interest Income —
Interest Expense 51
Loss on Extinguishment of Debt —
Other Income (Expense) 6
Preferred Stock Dividends —
Income Tax Expense (Benefit) 61
Net Income (Loss) from Continuing Operations 76
Total Assets 10,569
Construction Expenditures $ 178

(millions of dollars)

Pepco Other Corporate
Energy Non- and
Services Regulated Other (a)
$ 457 $ 15 $  ®

442 — 5)